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,MX  INTRODUCTION 

This  booklet  is  designed  for  individuals  who  have  a  general 
knowledge  o£  Medicare  and  its  provisions.   Its  purpose  is 
to  impart  an  understanding  o£  the  reasonable  charge  provision 
under  the  supplementary  medical  insurance  program  and  its 
application  in  paying  Medicare  benefits.   It  is  divided  into 
three  parts  as  follows: 

Part  1   (Cover  sheet  to  be  used  with  this  part  is  found  on 
inside  back  cover.) 

This  part  is  a  program  learning  segment,  explaining  the 
actual,  customary  and  prevailing  charge  terms  and  how 
they  are  significant  in  the  computation  of  the  reasonable 
charge.   It  spells  out,  in  building-block  fashion,  the 
computation  process  and  the  relationship  to  benefit 
payments  to  the  beneficiary.   This  segment  should  prove 
sufficient  for  a  basic  understanding  of  the  process  as 
needed  by  district  office  employees  and  other  SSA  and 
carrier  people  who  are  not  concerned  with  the  finer 
aspects  of  reasonable  charge.   For  those  who  require  a 
deeper  understanding  Part  1  should  establish  a  good 
foundation. 

Part  2  This  part  expands  on  some  of  the  peripheral  concepts 

mentioned  in  the  program  learning  segments  in  addition 
to  some  not  mentioned.   It  goes  one  step  further  in 
providing  a  deeper  understanding  of  reasonable  charge 
criteria.   Some  of  the  aspects  discussed  are  "locality," 
specialty  practice,  "unusual  circumstances"  etc.   Also 
some  problem  areas  that  present  difficulties  in  actual 
practice  are  discussed  (e.g.  prosthetic  devices,  ambulance 
services,  etc).   Part  2  is  good  reading  for  those  persons 
who  are  building  a  more  detailed  understanding  for 
themselves . 


Part  3 


Part  3  is  a  combined  summary  and  reinforcement  narrative 
outlining  the  basic  concepts^ relating  them  to  the  day  to 
day  carrier  operation.   Intermingled  are  some  exhibits 
and  illustrations  of  forms  and  examples  typical  to  the 
process.   This  section  should  lend  some  understanding  to 
the  carrier  workings  in  carrying  out  the  reasonable 
charge  process. 
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A  glossary  of  terms  is  provided  at  the  end  o£  the  booklet 
explaining  some  o£  the  terms  most  frequently  used  in  the 
discussion  of  reasonable  charge. 

Please-  keep  in  mind  that  the  1972  amendments  to  the 
Social  Security  Act  (P.L.  92-603)  provided  that  for  fiscal 
years  beginning  July  1,  1973,  and  thereafter,  the  prevailing 
charge  levels  recognized  for  physicians'  services  in  a 
locality  may  not  be  increased  in  the  aggregate  over  the 
previous  fiscal  year's  prevailing  charge  levels,  except  to 
the  extent  justified  by  economic  indexes  reflecting  changes 
in  physicians'  costs  of  practice  and  in  earnings  levels. 
However,  the  economic  index  provision  was  not  generally 
implemented  for  fiscal  year  .1974  since  Medicare  fee  screen 
increases  were  limited  by  more  stringent  economic  stabilization 
controls.   (See  the  Special  Note  on  page  21.) 

Before  turning  the  page  to  PART  1,  cut  out  the  answer  mask 
on  the  inside  rear  cover. 

PART  1  is  in  programmed  learning  format. 
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The  idea  of  Medicare  making  reimbursement  for 
covered  Part  B  services  on  the  basis  of 
reasonable  charge  is  found  in  the  original 
Medicare  Act.   The  determination  of  the  reason 
able  charge  involves  three  basic  elements. 

1.  Actual  charge 

2.  Customary  charge,  and 

3.  Prevailing  charge 

NO  RESPONSE  REQUIRED 


Reasonable  charge  ;requires  an  understanding  of 
three  basic  elements. 
They  are : 

1) 


2) 
3) 


-»-j.  »•:?*»«  --s^*.i**I, 


*~r^-t«r:^::tff-"*t-^;.v?xrjji--^^:<;^;»'3**r*i3>.^9yfi^ 


l)actual  charge 

2) customary 

charge 
3)prevailing 

charge 


Before  examining  these  concepts  in  more  detail 
we  will  define  reasonable  charge  in  general  terms, 
The  reasonable  charge  is  a  charge  for  a  specific 
service  which  is  the  lowest  of: 

1)  the  "actual"  charge  made  in  the  claim 

2)  the  "customary"  charge 

3)  the  "prevailing"  charge 

The  reasonable  charge  determined  for  a  service 

then  is  the  of  the  actual,  custoraary 

and  Drevailins  charges. 


»-w  vf*iir».  f^fCAiMti., 


~.*,l  ..•.■^:.-„.-ve---f^'f 


It  is  the  Medicare  carrier  (commercial  insurance 
firm  or  Blue  Shield)  responsible  for  processing 
Part  B  claims  that  makes  the  determination  of 
the  reasonable  charge  for  a  specific  service. 


lowest 


•"^'tT-^-f 
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Blue  Shielcl  of  Florida  Inc.  is  the  _^.^_^__ 
that  makes  the  reasonable  charge  determination  for 
specific  services  rendered  in  that  state. 


The  Travelers  Insurance  Co.  in  Virginia  is  al- 
so a  Medicare  Carrier .  This  commercial  insurance 
firm  also  makes  reasonable  charge  


These  insurance  companies  also  make  determi- 
nations to  establish  customary  charge  and  prevail- 
ing oktrge  rates  so  that  the  reasonable  charge  can 
be  coiqputed  for  a  particular  service. 


NO  RESPONSE  REQOIfiED 

1)  To  review  briefly,  Medicare  makes  reim- 
bursement for  covered  part  B  services 

on  the  basis  of  a 

conc^t  •  .^— — — — 

2)  The  reasonable  charge  is  the  lowest  of 

^^  « ,  and 

charges .  — 


Determination  of  the  reasonable,  customary 
and  prevailing  charges  are  made  by 


carrier 

or 
Medicare  carrie] 


determinations 


reasonable 
charge 


actual,  custo- 
mary and  pre- 
vailing 


Medicare  Car- 
riers 


Now  lets  examine  some  of  these  elements  a 
little  closer.     When  a  beneflciaxy  recleves  a 
covered  service  fk'om  a  physician  a  dollar  amount 
cluirge  results.     That  is^he  vill  get  a  bill  for 
services  rendered. 


READ  ON 


The  actual  charge  is  a  dollar  amount  charge 
made  by  the  physician  or  "other  person"  rendering 
the  service. 

1k»   Kraus  bills  Sara  $7  for  an  in;)ection  in 

his  office.  This  $7  charge  is  called  the  

charge  for  that  service. 


actual 


The  "other  person"  referred  to  above  is  the 
Tiay  we  refer  to  other  suppliers  of  covered  Part  B 
services  •  Sc»ie  exan^les  are  the  ambulance  con^ahy^ 
suppliers  ef  wheelchairs  (durable  medical  equipment) 
or  suppliers  of  *woodai  legs"  (prosthetic  devices). 


NO  RESPONSE  REQOIBEO 


raaaMB^aBHBXCMRC   9 


The  Roadrunner  Ambulance  Company  charges 
T.  Fox,  a  Medicare  b«ieficiary,  for  an  emer- 
gency trip  to  the  hospital  billing  him  for  $2$, 

The  Ambulance  Conpany  in  this  case  may  be 
considered  a of  covered  Part  B  service 


ST:qpplier 


What  is  the  actual  charge  submitted  by  the 
Roadruzmer  Ambulance  Co.  in  this  case? 


$25 
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Now  let  us  move  on  to  a  discussion  of  cus- 
tomary charge.  Defined^  a  customary  charge  is 
the  amount  which  best  represents  the  "actual" 
charges  which  were  made  for  a  given  medical 
service  by  a  physician  to  his  patients  in  general 

This  definition  also  holds  true  for  "other" 
persons  who  supply  medical  and  health  services 
to  the  general  public. 

The  term  "beet  represents"  means  that  if  Dr. 
Smith  charged  $7  for  a  service  80  times  during  a 
calendar  year  and  $6  once  for  the  same  service, 
$7  could  "best  represent"  the  actual  charges  made 
to  his  patients  in  general  for  that  service. 


The  carrier  in  order  to  make  this  deter- 
mination of  the  customary  charge  for  a  service 
for  a  physician  accumulates  the  data  of  all  his 
actual  charges  for  the  service. 

If  Dr .  Kane  has  100  actual  charge  rates 
£qppear  on  the  carriers  records  this  data  is 
used  in  figuring  the ^charge. 


customary 


The  actual  charge  amounts  by  Dr.  Frank 
accumulated  by  the  carrier  for  appendectomies 
performed  on  beneficiaries  throughout  1973  is 
the         used  to  make  the  customary  charge 
determination . 


data 


- 


The  carrier  arranges  the  actual  charge  data 
in  ascending  order.  Stated  another  way,  the  car- 
rier "arrays"  the  data  in  ascending  order. 

Arrange  and    ,«_^  mean  essentially 

the  same  thing  in  this  context. 


array 


—I 
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Ldt's  look  at  a  siaqple  example*^    If  ve  array 
the  following  actual  charges  for  a  given  service 
in  ascending  order  it  would  look  like  thlst 


■  ~  NOT 

ARRAIED 

ARRAYED  . 

$6 

8 

6 

6 

6 

6 

7 

7 

8 

Array 

the 

following  charges  in  ascending 

order: 

$25 

28 

28 

27 

2U 

2U 
2$ 
27 
28 
28 


It  is  this  array  of  actual  charge  data  that 
the  carrier  uses  to  coipute  the  customary  charge 
for  a  given  service  hy  a  phygJcian  to  his  patients 
in  general.  Remember  it  is  the  same  for  other 
suppliers  of  covered  health  services  and  siq>plies. 


QO  GN  TO  THE  NEZT  FHAMB 


How  does  the  carrier  determine  which  charge 
tram  the  array  "best  represents"  the  actual  charges? 
Simple,   he  finds  the  median  of  the  charge  data. 

The is  the  point  on  the  arr&y  that 

determines  the  customary  charge. 


median 


GO  ON   TO  THE  NEXT  FRAME 
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The  median  is  the  statistical  measure  of  the 
mid-point  of  charge  data.  Stated  another  way 
it's  the  point  above  which  ^0%   of  the  values 
fall  and  below  which  $0%   of  the  values  fall. 


SZAMPLBS 


$6 
6 

B)  $3J*5 
1U6 

7^ 

7 

8 

i-*  median  li46 
160 

170 
iBo 

200 

210 

median 


The  median  ia  the  point  in  the  above  examples 

that  determines  the   for 

that  service  made  by  the  particular  physician. 


You  may  be  asking  yourself  "IfJhat  is  the  cus- 
toBuury  charge  when  you  have  an  even  number  of 
charges  in  the  array?" 

Let's  look  at  an  exaiiqplet 


customary  charge 


Dr. 

Ame 

s  actual  charges 

for  house-«alls  in  1973 

$10 

11 

11 

11-^ 

0^  inedian»$ll.^ 

12^^ 

12 

Hi 

Hi 

The  median  here  is  halfiray  between  the  $11  and 
$12  charge.  As  this  is  not  an  actual  charge  the  car- 
rier selects  the  lovest  charge  which  is  high  enough 

to  include  the  median Thus  $12  is  the  customary 

charge . 

-8- 


IM^  see  now  that  in  order  .to  make  a  deter- 
■Ination  of  the  customary  charge  for  a  given 
service  by  a  physician /the  actual  diarge  for 
a  calendar  year  period  must  be  arrayed  in  as- 
cending order*  Then  the               of 

this  data  is  f ouna  to  De  Tfie  customary  "cRarge . 

median 

^jhat  is  the  customary  charge  in  the  fol- 
lowing exai^les  of  actual  charge  data? 

a)  $85         b)  $35&        c)  $8  (I4  times) 
85             352            9  (6  times) 
88             358           10  (5  times) 
92             366 
9U             370 

a)  $88   b)  $366 
c)  $9 

(ans)      3r>      (ans)            (ans) 

We  made  you  ■stretch"  a  little  on  exaii5)le 
"c".  Arrayed^ the  data  would  appear  as  follows: 

$8 

8 

8 

8 

9 

9 

9 

9  4^  median(and  the  customary) 

9            charge 

9 
10 
10 
10 
10 
10 

Let's  summarize  for  a  moment. 

A  customary  charge  is  the  amount  which  best 
represents  the  actual  charges  which  were:   made 
for  a  given  medical  service  by  a  physician  to  his 
patients  in  gjttieral. 

The  carrier          the  actual  charge  data 
in  ascending  order  to  find  the  median. 

arrays 

9- 


The  median ;  which  statistically  helps  deter- 
mine the  customary  charge  is  the of  the 

array  of  actual  charge  data. 


midpoint 


To  pull  it  together  for  you,  when  a  carrier 
receives  a  Medicare  claim  for  a  covered  service 
made  by  a  physician,  it  looks  at  the  amount  on 
the  dalJtt  (actual  charge)  and  conpares  it  against 
the  customary  charge  established  by  the  carrier. 
The  lower  of  the  actual  charge,  customary  charge, 
and  the  prevailing  charge  is  then  established  as 
the  reasonable  charge  for  that  service  by  that 
physician.  NO  RESPONSE  RECJJIRED 


We  have  not  talked  about  the  prevailing 
charge,  but  this  is  the  last  element  that 
must  be  discussed  to  round  out  the  total  con- 
cept of 


reasonable  charge 


The  prevailing   charge,    defined   in   general   terms 
is    the   upper   limit   of  Medicare   payment.      Though 
there    are    some    occasions    in  which   this    limit 
can  be   exceeded   they   are  not  pertinent   to    the 
explanation   of  prevailing   charge. 


READ  ON 


The  carrier  computes  the  prevailing  charge 
after  looking  at  charges  made  for  similar  ser- 
vices by  all  doctors  in  the  locality.  These 
charges  are  categorized  into  customary  charges 

and  from  them  the o^  Medicare 

payment  is  determined.         ~~ 


upper  limit 


10- 
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How  is  the  prevailing  charge  (or  upper  limit) 
established?   The  carrier  does  this  by  "weighting" 
the  customary  charges  based  on  the  charge  data 
from  the  previous  calendar  year. 

Customary  charges  are  _^   to  provide 

the  data  in  computing  the  prevailing  charge. 


"Weighting"  means  that  the  carrier  takes  a 
physician's  customary  charge  (that  has  been 
calculated  for  him)  for  a  particular  service  and 
records  the  number  of  times  that  service  was 
performed  keeping  a  record  in  a  cumulative 
total . 

Let's  look  at  some  examples. 


^^*^W..K-'j;V^..-> 


Vty.V^Wl^-  ■  L£.  V  ^  ,^:if*r.f..'.  < 


weighted 


EXAMPLE  1. 

Dr.  Abrams  performs  a  certain  service  25  times 
and  the  carrier  calculates  the  customary  charge 
for  this  service  (using  the  process  we  previously 
described)  to  be  $6. 
#  of  times  the  service  Calculated  Cumulative 
was  performed  regardless  customary  total 
of  the  amount  charged     Dr.  charge     

2  5  Abrams     $6      2  5 


•■U«.^.i;^-^:'.*»*-^\>'-l.-..--i..-^.)x.  ■  — -^.^fj-' 


EXAMPLE  2: 

The  carrier's  records  show  Dr.  Brown  who 
practices  in  the  same  locality  has  performed  the 
same  service  50  times.   Based  on  his  actual 
charges  a  customary  rate  of  $6  was  calculated. 
The  carrier  records  will  now  appear  as  follows: 
#   of  times  the  service 

was  performed  regardless         customary  cumulative 
of  the  amount  chargeaf    Doctor  charge     total 
2S  Abrams       $o       2  5 

50  Brown        $6       75 


The  "weighting"  of  the  customary  charge  is 
demonstrated  by  the  listing  of  the  number  of 
times  the  service  was  performed  keeping  a 
record  of  it  in  the 


cumulative 
total 


11- 


Dr.  Colby (also  in  the  same  locality)  performed 
the  same  service  40  times.   Based  on  his  actual 
charge  data  a  customary  charge  was  calculated 
by  the  carrier  to  be  $7  for  this  service. 

Complete  the  blanks  in  the  next  frame  for  Dr. 
Colby. 


#  of  times  Service  was  | 

performed  regardless  of  Customary  Cumulative 

the  amount  charged Doctor   charge    total   ( 


2  5 
50 


i.«<«Sit«v-t.i*.i»of  ni-^M ' 


fi-tS)^-^   t:Vi/v-*Vi-'vJrti«J-fM:  V*»."«; 


Abrams 

Brown 

Colby 

■r-'-'*"«^iM*-.'r.'ii'.>.*C(M^'*.' 


$6       25 
$6       75 


The  "weighting"  of  Dr.  Colby's  customary  charge 
is  demonstrated  by  the  indication  that  he 
performed  this  service  times. 


\ 


?40,  $7,  115 


"*  Sj-  .■Trt'^i^l**t,k^^.-^/"a,irtV  iswO 


40 


^:t-'ji,   --  ■„-.,'.--*.'v-'."W.-*v*''-6,-..  :C1^ 


The  prevailing  charge  limit  is  calculated  takinj 
the  75th  percentile  of  the  array  of  "weighted" 
customary  charges. 


The 


percentile  is  computed  to  arrive  at  the 

the 


upper  limit  of  Medicare  payment  i.e 
prevailing  charge 


»t---.-.-<?X,--'ji'l-A.t.' 


r-  .^-re^-Wilv^Tt-' 


i:v-Tt-»j  <^  iC6*i  f 


75th 


\   The  75th  percentile  is  computed  by  reviewing  the 
\   array  of  weighted  customary  charges,  finding  the 
\  number  of  charges  in  the  array  and  determining 
'  the  point  at  which  75  percent  of  them  fall  below 
'  that  point . 

Let's  review  the  example  we  have  been  building. 
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m-uiaK^^)»ta^ 


#  of  times  the  service 
was  performed  regardless 
of  the  amount  charged 

25 
50 
40 
35 
25 


Customary   Cumulative 
Doctor  Charge     Total 


25 

75 

115 

150 

175 


Abrams 

$6 

Brown 

$6 

Colby 

$7 

Dean 

$0 

Elroy 

$,? 

A)  How  many  total  charges  are  included  in  this 
example?  

B)  What  is  751  of  the  answer  to  "a" 


»>  v?s-'A''^i-;i'vf»;-v.>y;.':yp*ii»- ^,'.i-C'!wjti>.^s<.f 


The  customary  charge  falling  within  the  answer 
to  "b"  is  the  75th  percentile  of  the  array  and 
is  also  the  prevailing  charge  for  this  service 
in  that  locality. 

What  is  the  prevailing  charge  of  this  example? 

Cans) 


r.^::.-4r:-„.wt': ; 


In  review  then  the  prevailing  charge  limit  is 

calculated  by  taking  the  ^percentile  of 

^customary  charges. 


Before  proceeding  we  wish  to  make  one  additional 
note  about  the  customary  and  prevailing  charge 
computations  made  by  the  carrier.   The  data  from 
which  these  rates  are  established  are  collected 
during  the  calendar  year  (January  1  to  December 
31)  preceding  the  start  of  the  fiscal  year  i.e., 
July  1.   Customary  and  prevailing  charge  rates 
are  revised  at  the  beginning  of  each  fiscal 
year. 
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175 
150 


$8 


■.ft-WVr>ati''tV^J,"-'. . 


75th 
weighted 


The  customary  charge  computed  for  a  specific 
service  for  a  physician  is  put  into  effect  on 
July  1  based  on  actual  charge  data  collected 

on  him  during  the  preceding  

period. 


calendar 
year 


I 


The  customary  charge  rate  for  Dr.  Jones  for 
cholecystectomies  established  on  July  1,  1974  is 
based  on  all  his  actual  charges  from      . 

(date) 

^°  . 

(date) 


The  prevailing  charge  rate  for  cholocystectomies 
for  all  doctors  in  a  certain  locality  is 
established  effective  July  1,  1974  based  on  the 

percentile  of  the  weighted  customary 

charges  calculated  from  data  collected  during 
the  calendar  year. 


■^->-t^i^i;W,«lyi:  ■--.,— .^■a.-»^.:^--t«--.».ii 


1/1/73 
12/31/73 


ii.','.T:.-u».pa;,  i-;>*r,'i.w^tT  rtn.'.  :.,':^.i^i>>iii 


75th 
preceding 


^T^.■^^CJ.•^■^.'^^^ 


We  have  reviewed  what  the  actual  charge  is  and 
how  customary  and  prevailing  charges  are  com- 
puted.  The  reasonable  charge  for  a  specific 
service  is  made  on  the  foundation  of  these 
concepts. 


READ  ON 


r.,4  1-^**-'-^f-U-l. 


'■^-^^■r^-*-*- 


The  reasonable  charge  for  a  given  service  is 
the  lower  of: 


a)  actual  charge*. 

b) customary 

charge 
c)prevailing 

charge 
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I  The  dollar  amount  charged  by  the  physician  or 
I  "other  person"  for  a  given  service  is  the 
charge . 


actual 


The  Medicare  carrier  computes  the  

and  charges  from 

the  actual  charge  data. 


L-t^.--,.-t.  -,  ^•..-.  ..^.**iuiifV-jti..-;-»ty>'- 


t:  J^^rfHJv'Vii A^ ^'g.^  *% --y^.'-T.  n^a < aV.hA  -tJ*  '.tf-^- '  V  <-"!^^.*-^'*:'Jt.*HTVf  IvT?* *-^. 


•"^■^■*-*'-^'*'**— ^^■■"■" 


customary 

prevailing 

reasonable 


i.-,i.^fr.--T/»--:^»/s  I-.-;  V/..J: 


If  you  answered  "actual",  "customary"  and 
"prevailing"  in  the  preceding  frame,  remember, 
actual  charges  are  not  computed  by  the  carrier. 
They  are  the  charges  submitted  for  a  service 
by  the  physician. 


tiSfl  I  tm-  .«fci  ft  vf.  fca  -I- 


Again  the  reasonable  charge  is  the  lower  of  the 
actual,  customary  and  prevailing  charges. 
Assume  the  prevailing  charge  limit  for  a 
cystoscopy  os  $150.   Dr.  Jones  bills  his  friend 
$70  for  a  cystoscopy  and  the  carrier  based  on 
his  charges  in  the  past  calendar  year  set  his 
customary  charge  as  $140.   What  is  the  reasonabli 
charge?  


$70 


The  prevailing  charge  for  procedure  X  is  $100. 
Determine  the  reasonable  charge  in  each  of  the 
following  instances: 

A)  Dr.  A  bills  Mr.  Smith  $75  for  procedure  X  even 
though  his  customary  charge  is  $80.   The  reason- 
able charge  is  . 

B)  Dr.  C  bills  Mr.  Brown  his  customary  fee  of 
$125  for  procedure  X.   The  reasonable  charge  is 


$75 
$100  (the  low- 
est of  the 
actual  custo- 
mary, and  pre- 
vailing rates 
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j  To  place  the  reasonable  charge  into  proper 
perspective  we  will  relate  it  to  the  Medicare 
payment  complete  with  the  concepts  of  deductible 

'  and  coinsurance. 


GO  ON  TO  NEXT  FRAME 


The  Part  B  deductible  is  satisfied  when  the 
beneficiary  incurs  $60  of  covered  services 
(that  is  determined  to  be  "reasonable")  in  a 
calendar  year. 

If  Mrs.  Smith  submits  $60  of  doctors  bills  to 
the  carrier  and  they  are  considered  to  be 

reasonable  charges  her  deductible 

(has/has  not) 
been  met. 


vtfu-u' •.iji*w*^sn'Ji.-Jh-.u^  Kvv. 
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\  If  Mr.  Jones  submits  $80  of  doctor  bills  in  a 
:  calendar  year  and  the  carrier  determines  only 
1  $50  of  them  are  reasonable  his  deductible 

^ been  met. 

(has/has  not) 


..■^l-.r.^.:.^^^,— i^- 
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has 
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has  not 
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Medicare  pays  80  percent  of  the  reasonable 
charges  after  the  deductible  has  been  met.   The 
remaining  20  percent  is  called  coinsurance  which 
the  beneficiary  is  also  responsible  for.   The 
deductible  or  any  outstanding  portion  will  first 
be  deducted  from  the  reasonable  charge  amount 
before  the  80%  is  calculated. 


GO  TO  NEXT  FRAME 
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Eleanor  has  met  no  part  of  her  deductible  for  the 
calendar  year.   She  becomes  ill,  requires  surgery 
and  is  billed  $450  by  Dr.  Kline.   She  submits 
this  bill  to  the  carrier.   The  carrier  reviews 
this  actual  charge  and  compares  it  against 
Dr.  Kline's  customary  charge  as  established  for 
this  service  based  on  the  previous  years  data 
for  him.   The  carrier  then  compares  it  against 
the  prevailing  charge  limit  for  the  same  service 
rendered  by  other  physicians  in  the  locality. 

a)  Assuming  that  the  charge  is  determined 
to  be  the  reasonable  charge  after  this 
review,  what  is  the  deductible  Eleanor 
is  responsible  for? 

b)  What  amount  of  the  remaining  reasonable 
charge  will  the  carrier  base  its  reim- 
bursement on?  

c)  How  much  will  the  carrier  reimburse 
Eleanor?  

d)  How  much  coinsurance  will  Eleanor  pay?' 


NOTE:   The  beneficiary  (Eleanor)  is  responsible 
to  pay  the  doctor  $60  (deductible)  plus 
$78  (coinsurance)  for  a  total  of  $138. 


Graphioally,  the  problem  may  look  like  this: 


Reasonable 
Charge 


IZZZl 
Minus 


(  Deductible  j 


Equals 


Medicare 
Benefit 
Payment 


Coinsurance 
20% 

■80% 
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Assume  in  the  following  problem  that 
Jennifer  has  satisfied  $35  of  her  deducti- 
ble. She  submits  six  more  bills  for  covered 
office  visits  totaling  $112.  All  charges 
are  determined  by  the  carrier  to  be  rea- 
sonable. Complete  the  circle  and  trian^e 
of  our  equation  below. 


Let's  now  summarize  all  that  we  have 
learned  about  reasonable  charge. 

1.  reasonable  charge  is  a  charge  for 
a  specific  service  which  is  the 
lowest  of: 

A)  the  actual  charge 
made  in  the  claim. 
6)  the  customary  charge 
C)  the  prevailing  charge 

Which  of  a,  b,  and  c,  above  are  com- 
puted by  the  carrier? 
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i  The  actual  charge  is  the  dollar  amount  charge 

made  by  the  physician  or supplier  of 

health  services  and  supplies. 


other 


The  customary  charge  is  the  amount  which  best 

the  actual  charges  which  were  made 

for  a  given  medical  service  by  a  physician  (or 
"other  person")  to  his  patients  (or  public)  in 
general. 


rej^resents 


1  The  customary  charge  is  arrived  at  by  determining  | 
the  of  actual  charges  arrayed  in 


ascending  order. 


median,  or 
mid-point 


viwtmmwavTr^ 
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The  prevailing  charge  is  the 


to  Medicare  payment  unless  unusual 

I  circumstances  are  present  in  a  particular  case 


upper 
limit 


The  prevailing  charge  is  calculated  by  finding 

the  percentile  of  

customary  charges  of  all  physicians  rendering 
the  service  in  a  locality. 


75th 
weighted 
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Medicare  pays 


o£  the  remaining  reasonable 


charge  after  it  has  been  applied  toward  satis 
fying  any  unmet  portion  of  the  deductible.   The 
remaining  must  be  paid  by  the  beneficiary 


.A-^.>r8-;->..jr.^':-..^Ky<'i 


80% 
20% 
(Coinsurance) 


One  final  note  is  added  here.   If  the  doctor 
submits  the  bill  to  the  carrier  for  payment  for 
services  rendered  to  a  beneficiary  and  agrees  to 
accept  the  carrier's  determination  of  reasonable 
charge,  he  then  cannot  hold  the  beneficiary 
responsible  for  any  difference  between  the 
reasonable  charge  and  the  actual  amount  billed. 

(THE  BENEFICIARY  IS  STILL  RESPONSIBLE  FOR  ANY  OF 
THE  DEDUCTIBLE  NOT  YET  MET,  PLUS  20  PERCENT  OF 
THE  BALANCE  OF  THE"REASONABLE  CHARGES"  AND  ANY 
CHARGES  FOR  SERVICES  THAT  MEDICARE  DOES  NOT  COVER j 

THIS  IS  CALLED  THE  ASSIGNMENT  METHOD. 


a>Ly>■^■^»'  ',"_!-^^^MfMyi^jifsv^ 


If  Dr.  Stein  submits  a  charge  for  $10  directly 
to  the  carrier  for  services  rendered  to  a  bene- 
ficiary, this  is  called  the  

method. 

If  the  carrier  determines  only  $7  of  the 
amount  to  be  the  reasonable  charge,  how  much 
will  the  carrier  reimburse  for  this  service 
(assuming  the  beneficiary's  deductible  has 
been  met? 


assignment 


$5.60 


How  much  is  Dr.  Stein  allowed  to  bill  the 
beneficiary  under  this  arrangement?   


$1.40 


THE  END 


-'> 
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SPECIAL  NOTE 
IMPIxEMEKTATIOlLOF  PHASE  IV  POLICIES 


In  accord  vdth  Cost  of  Living  Council  inlings  for  Phase  IV,  the 
follovring  economic  stabilization  controls  were  applied  to  the 
revision  of  carrier  reasonable  charge  screens  for  fiscal  year  1974-: 

If  the  updated  reasonable  charge  for  a  service 
reflected  an  increase  over  the  reasonable  charge 
in  effect  for  fiscal  year  1972,  only  55  percent 
of  the  amount  of  the  increase  was  allowed. 


Example: 

Physician  A  -  Routine  Office 

Visit 

Charge 
Data           Update 

Customary 
Charge 

Prevail i  ng 
Charge 

1/1/70          7/1/71  (FY  1972) 
12/31/70 

$8 
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Barring  a  lower  actual  charge,  the  reasonable 
charge  here  would  be  $8. 

1/1/72  7/1/73  (FI  1974)     $9  $10 

12/31/72 

Ordinarily,  barring  a  lower  actual  charge,  the 
reasonable  charge  here  would  be  $9. 

However,  in  order  to  carry  out  the  guidelines  of  the  Cost  of  Living 
Council,  only  55   percent  of  any  increase  in  the  reasonable  charge 
could  be  allowed.   In  the  above  example,  the  increase  in  the  reasonable 
charge  for  a  routine  office  visit  for  physician  A,  would  ordinarily 
have  been  $1.  However,  only  $.55  of  this  increase  could  be  recognized. 
Instead  of  allowing  a  reasonable  charge  of  $9,  the  carrier  would  allow 
$8.55. 
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A  DISCUSSION  OF 
THE  TERM  "LOCALITY" 

Now  let's   expand  on   the   definition  of  prevailing   charge, 
is    that   amount  which  best   represents    the   charges   made  by 
physicians   of  the   same   general  professional  background  for 
the   same   service   in   a  locality. 


It 


Usually,  a  locality  will 
be  a  political  or  economic 
subdivision  of  a  state  and 
must  include  a  cross  section 
of  the  population  with 
respect  to  economic  and 
other  characteristics. 


Carriers  delineate  localities 
on  the  basis  of  their  knowledge 
of  local  conditions.   The  localities 
may  differ  in  population  density, 
economic  level,  and  other  major 
factors  affecting  charges  for 
services.   However,  localities  are 
not  so  finely  made  that  they  would 
include  only  limited  areas  or  small 
population  groups  (e.g.,  a  very  rich 
or  very  poor  neighborhood) 
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PROBLEMS  SURROUNDING 
SPECIALTY  PRACTICES 

Charging  practices  in  a  locality  may  be  different  for 
physicians  who  practice  different  specialties;  e.g.,  general 
practitioners,  internists,  etc.   Existing  variations  in  the 
level  of  charges  between  different  kinds  of  practice  or 
service  could,  in  some  localities,  lead  to  the  development 
of  more  than  one  prevailing  charge  screen.   Carriers  are 
responsive  to  the  existing  patterns  of  charges  made  by 
physicians  in  the  service  area  and  therefore  establish 
separate  prevailing  charges  for  different  specialties,  but 
only  where  this  would  be  in  accord  with  actual  practice. 


For  example,  a  cardiologist  may  charge  $25  for  a  specific 
examination  while  a  general  practitioner's  charge  is  $15 
for  a  similar  examination.   Both  charges  are  customary  for 
each  physician  and  fall  within  their  respective  ranges  of 
prevailing  charges  in  the  locality.   Thus,  the  charges  made 
by  each  of  these  physicians  may  be  accepted  as  reasonable 
charges . 
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HOW  UNUSUAL  CIRCUMSTANCES 
AFFECT  REASONABLE  CHARGES 


A  charge  which  exceeds   either  the   customary  charge   or   the 
prevailing  charge,   or  both,    in   a   locality,   may  be    found   to 
be    reasonable.      However,    this    could  occur  only  where    there 
are   unusual   circumstances   or  medical   complications   requiring 
additional    time,    effort,    or  expense    to   support   an   additional 
charge.      Also,    this    could  happen   only   if   it    is    the   practice 
of  other  physicians    or   suppliers    in    the    locality   to   make    an 
extra  charge    in  such   cases.      The   mere    fact   that   the 
physician's   or  other  person's    customary   charge    is   higher 
than  prevailing  would  not  by   itself   justify   a   determination 
of  a   reasonable    charge   higher   than    the   prevailing   charge. 
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The  reasonableness  o£  the  additional  amount  charged  in  any 
given  instance  will  have  to  be  determined  by  the  carrier 
based  on  its  knowledge  o£  all  pertinent  facts  including: 

(a)  the  customary  additional  charge,  under  the 
circumstances,  of  the  physician  or  other  person 
rendering  the  service; 

(b)  the  prevailing  charging  practices  under  such 
circumstances  of  physicians  and  other  persons  in 
the  locality;  and 

(c)  the  additional  time  spent  or  expenses  incurred 
by  the  physician  or  other  person  rendering  the 
service,  etc. 

An  example  of  an  unusual  circumstance  follows:   Dr.  A  is  a 
general  practitioner.   In  his  locality  the  prevailing 
practice  of  general  practitioners  is  to  charge  $10  for  a 
house  call  made  in  the  town  or  within  10  miles  of  the 
center  of  town  during  the  day.   If  the  same  house  call  is 
made  after  6  p.m.  the  charge  is  $12.   Dr.  "A's"  customary 
charge  is  equal  to  the  prevailing  charge. 

One  winter  morning,  3:00  a.m..  Dr.  A  is  called  to  a  farm 
17  miles  from  town  during  a  blizzard.   There  he  tends  to  a 
critically  ill  patient  until  an  ambulance  is  able  to  move 
the  man.   His  bill  for  this  service  is  $25.   The  carrier 
reviews  all  the  circumstances  and  determines  that  while 
this  fee  is  beyond  both  the  customary  and  prevailing 
charge  it  is  reasonable  for  this  situation. 

Charges  determined  to  be  reasonable  because  of  unusual 
circumstances  are  not  used  to  calculate  revisions  in 
either  the  customary  charge  or  the  prevailing  charge. 
Obviously,  an  unusual  charge  cannot  be  used  to  arrive  at 
a  representative  charge  for  what  either  a  physician  does 
customarily  or  for  the  prevailing  practice  of  physicians 
in  a  locality. 
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OTHER  HEALTH  SERVICES 

All  of  the  material  you  have  just  read 
places  emphasis  on  physician  fees. 
However,  the  criteria  applicable  to  the 
customary  charge  and  prevailing  charge  also 
apply  to  charges  for  other  health 
services;   such  as  services  for  ambulance 
services,  durable  medical  equipment 
(whether  purchased  or  rented) ,  independent 
laboratory  services,  prosthetic  devices, 
etc.   In  the  following  paragraphs  we  shall 
examine  some  of  these  services  in  detail. 
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AMBULANCE  SERVICES 


In  establishing  the  reasonable  charge  for  ambulance  service, 
carriers  are  experiencing  difficulties.   These  difficulties 
stem  from  the  varied  methods  of  charging  for  this  service. 

For  example  ambulance  companies  may  charge  for  their  services 
on  the  basis  of: 

(a)  a  base  rate  -  a  dollar  amount  for  the  pick-up 
and  delivery  of  a  patient,  within  a  fixed 
geographical  area, 

(b)  a  base  rate  and  mileage  one  way  -  the  base 
rate  amount  plus  a  dollar  amount  for  each  mile 
from  the  firm  business  location  to  the  location 
of  the  patient, 

(c)  a  base  rate  and  mileage  both  ways,  and 

(d)  mileage  only. 

This  problem  is  further  aggravated  by  the  wide  range  in  base 
rates  and  the  mileage  charge  made  by  ambulance  companies 
in  many  localities  and  carrier  service  areas.   Of  course, 
there  are  areas  where  the  rates  are  set  by  local  or  state 
law  and  there  is  no  variation  at  all. 

We  might  point  out  one  further  complication;  ambulance 
services  may  be  provided  by  a  number  of  different  organiza- 
tions and  this  has  an  influence  on  the  fees  charged. 

Such  suppliers  are: 

(a)  independent  commercial  operations  which  must 
charge  a  fee  high  enough  to  stay  in  business, 

(b)  municipal  and/or  volunteer  companies,  which  may 
provide  their  services  free  or  for  donations  only, 
and 

(c)  funeral  homes  which  by  using  the  same  vehicles, 
garages,  etc.,  have  lower  operating  costs  and 
therefore  charge  lower  fees. 
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Then,  too,  suppliers  of  ambulance  services  may  receive 
some  form  of  subsidization  which  in  turn  affects  their 
fees.   And  it  is  possible  for  both  subsidized  and 
unsubsidized  firms  to  operate  in  the  same  locality. 
This  makes  it  difficult  to  establish  a  valid  and 
equitable  prevailing  charge  screen. 

Because  of  these  problems,  some  carriers  are  not  as  far 
along  as  others  in  establishing  customary  charge  and 
prevailing  charge  screens.   Consequently,  some  carriers 
are  still  relying  on  the  price  list  from  suppliers  for 
customary  charge  profiles  and  a  prevailing  charge  screen. 

Where  a  carrier  has  to  use  price  lists  to  establish 
reasonable  charge  screens  it  will  use  the  price  lists  in 
effect  as  of  June  30  of  the  preceding  closed  calendar  year. 
The  intent  here  is  to  use  a  price  list  which  can  reasonably 
be  assumed  not  to  exceed  the  median  of  the  prices  charged 
by  the  supplier  for  his  items  and  services  during  the 
calendar  year.   Where  it  is  necessary  to  establish  customary 
charges  through  the  use  of  price  lists,  these  customary 
charges  should  be  used  to  also  establish  the  required 
prevailing  charge  limits.   If  the  carrier  cannot  derive 
precise  data  on  the  frequency  of  services  from  its  records , 
it  may  use  any  information  it  has  about  the  volume  of 
business  done  by  various  suppliers  in  its  area  in  order  to 
weight  the  customary  charges  used  to  calculate  the  prevailing 
limits . 
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DURABLE  MEDICAL  EQUIPMENT 


Durable  medical  equipment  is  equipment  which  - 


•  (a)  can  withstand 
repeated  use,  and 

•  (b)  is  primarily  and 
customarily  used  to 
serve  a  medical 
purpose ,  and 

•  (c)  generally  is  not 
useful  to  a  person 
in  the  absence  of  an 
illness  or  injury. 


All  requirements  of  the  definition  must  be  met  before  an 
item  can  be  considered  to  be  durable  medical  equipment. 

The  main  problem  in  establishing  reasonable  charge  screens 
has  been  the  literally  thousands  of  items  of  durable 
medical  equipment  available,  the  many  manufacturers  of  such 
goods,  and  the  price  variations  within  each  generic  type 
of  item.   As  a  result  most  carriers  have  been  using  the 
supplier's  price  list  as  the  customary  charge  screens,  and 
either  an  artificially  contrived  limitation  to  the  prevailing 
charge  or  in  some  instances  simply  use  of  the  highest  price 
list  as  the  prevailing  limitation.   In  either  event,  the  net 
result  has  usually  been  that  the  carrier  has  paid  just  about 
any  amount  that  was  charged.   Many  carriers  have  not  been 
insistent  that  suppliers  properly  identify  the  item  by  make 
and  model;  consequently,  thousands  of  claims  have  been  paid 
where  the  item  has  been  identified  solely  as  a  "wheelchair" 
or  as  a  "hospital  bed,"  etc. 
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In  order  to  accurately  apply  the  reasonable  charge  criteria, 
the  first  problem  faced  by  carriers  is  to  establish  some 
standard  description  of  each  item  of  durable  medical 
equipment  and  an  appropriate  identification  code  for  computer 
data  processing.   Neither  of  these  tasks  have  been  done  by 
any  trade  or  professional  organization  or  group.   Conse- 
quently, each  carrier  is,  in  effect,  pioneering  in  this  area. 
Because  of  this  there  has  been  a  lag  in  carrier  ability  to 
develop  appropriate  data  needed  to  set  up  the  customary 
charge  and  prevailing  charges. 

The  reasonable  charge  criteria  are  used  whether  the  item 
is  rented  or  purchased.   The  decision  to  rent  or  buy  is 
solely  the  beneficiary's.   This  is -basic  in  the  law  and 
was  intended  to  protect  beneficiaries  from  being  pressured 
into  making  unnecessary  purchases. 

The  reasonable  charge  for  a  given  service  or  item,  whether 
rented  or  purchased,  must  be  consistent  with  what  is 
reasonable  and  medically  necessary  to  serve  the  intended 
purpose.   Additional  expenses  for  "deluxe"  features  or  items 
which  are  rented  or  purchased  for  aesthetic  reasons  or  added 
convenience  would  not  meet  the  reasonableness  test.   Thus, 
where  an  item  is  medically  necessary  and  covered  under  the 
Medicare  program,  and  the  patient  wishes  to  obtain  such 
deluxe  features,  the  payment  will  be  based  upon  the  reasonable 
charge  for  the  kind  of  service  or  item  normally  used  to  meet 
the  intended  purpose.   The  carrier  may,  of  course,  determine 
that  the  charges  for  a  more  expensive  item  are  reasonable 
when  the  additional  expense  is  for  an  added  feature  which  is 
medically  necessary  in  a  given  case.   For  example,  a  more 
expensive  item  may  be  necessary  where  a  patient  in  a 
weakened  condition  needs  a  battery  operated  wheelchair. 
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INDEPENDENT 

LABORATORY 

SERVICES 

The  patient  receiving  laboratory  services  may  be  billed 
directly  by  the  physician  who  perforins  his  own  laboratory 
services  or  who  obtains  services  from  an  independent 
laboratory  or  another  physician's  laboratory.   the  patient 
may  also  be  billed  directly  by  an  independent  laboratory 
for  services  it  has  performed.   The  reasonable  charge 
determination  for  the  laboratory  services  is  based  on  the 
customary  charge  made  by  the  physician  or  other  person 
rendering  the  laboratory  service  and  on  the  prevailing 
charge  in  the  locality  for  these  services. 

The  chief  difficulty  with  determining  reasonable  charges 
for  these  services  lies  in  determining  the  customary  charge 
for  automated  tests.   Under  this  arrangement  up  to  24  separate 
tests  can  be  performed  at  one  time,  usually  for  extremely 
small  costs.   Typical  charges  for  such  a  group  of  tests 
(called  profiles  or  batteries)  would  be  $5  to  $12,  whereas 
the  typical  charges  for  these  tests  if  performed  individually 
would  be  from  $25  to  $120.   In  order  to  determine  a  reasonable 
charge  carriers  are  instructed  to  establish  the  customary 
charge  as  the  charge  made  to  the  physician  by  the  laboratory 
plus  a  handling  charge  designed  to  cover  the  expenses  incurred 
by  the  physician  in  drawing  and  preparing  the  specimen. 
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PROSTHETIC 
DEVICES 

A  prosthetic  device  is  one  which  replaces  all  or  part 
of  an  internal  body  organ,  or  replaces  all  or  part  of 
the  function  of  a  permanently  inoperative  or  malfunc- 
tioning internal  body  organ. 

The  principle  problem  in  determining  the  reasonable 
charge  for  these  devices  is  that  by  and  large  they  are 
fitted  to  the  individual  patient  hence  each  prosthetic 
device  tends  to  be  unique.   Also,  there  may  be  relatively 
few  suppliers  of  this  service  in  an  area  thereby  making 
establishment  of  a  prevailing  charge  difficult. 
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WHAT  IS  A  RELATIVE 
VALUE  STUDY? 

Physicians  had  for  some  time  been  faced  with  the  problem 
of  determining  a  fair  value  for  their  services.   The 
California  Medical  Society  tackled  this  problem  and 
after  much  study  developed  a  method  of  identifying  the 
relative  value  of  each  procedure  or  service  provided  by 

physicians.   This  method  is 
called  a  Relative  Value  Study. 
It  is  a  means  of  taking  a  medical 
or  surgical  procedure  and  assigning 
a  numerical  value  to  it,  relative 
to  some  basic  procedure.   This 
numerical  value  is  called  the 
relative  value.   Generally,  a 
relative  value  study  is  composed 
of  several  distinct  sections  dealing 
with  surgery,  radiology,  pathology 
or  laboratory  services,  and  medical 
services  -  physician  visits, 
examinations,  consultations,  etc. 
The  values  assigned  to  the  procedures  in  each  of  these 
sections  are  not  related  to  the  values  in  the  other 
sections.   To  arrive  at  a  fee,  for  the  physician,  (or  the 
reasonable  charge ,  for  a  carrier,)  the  relative  value  is 
multiplied  by  a  conversion  factor  which  is  a  dollar  amount. 
Either  is  chosen  on  the  basis  of  estimate  or  analysis  of  data. 
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The  relative  value  study  has  several  advantages  for  not 
only  Medicare  but  other  third-party  payers.   These 
advantages  are: 

(1)  the  narrative  description  of  the  various 
medical  and  surgical  procedures  provide  a 
standard  definition  of  these  procedures 
enabling  physicians  to  describe  their  services 
in  a  manner  readily  understandable  by  carriers; 

(2)  the  numerical  codes  assigned  to  each 
procedure  provide  a  readily  usuable  description 
of  the  procedure  for  computer  operations  ;  and 

(3)  the  relative  value  units  when  used  with 
appropriate  conversion  factors  provide  a  means 
for  pricing  services  when  gaps  exist  in  the 
reasonable  charge  screens. 

In  the  early  days  of  Medicare,  carriers  often  used  the 
relative  value  studies  as  a  basis  for  reasonable  charge 
determinations.   That  is,  the  carrier  would  establish  a 
dollar  conversion  factor  which  it  determined  to  be 
representative  of  the  prevailing  pattern  of  physician 
charges  for  use  with  the  appropriate  relative  value  units. 

To  illustrate  the  development  and  use  of  a  relative  value 
study  let's  look  at  a  simplified  example. 

A  medical  society  appoints  a  panel  of  its  members  to  study 
the  problems  of  establishing  some  means  of  assisting  its 
members  in  describing  their  services  and  in  setting  their 
fees.   In  the  medical  section  (physician  non-surgical 
services)  the  panel  chooses  as  the  basic  procedure  to 
which  all  others  in  this  section  will  be  compared,  the 
routine  follow-up  office  visit  and  it  assigns  to  this 
procedure  the  value  of  "1."   In  making  this  determination 
the  physicians  working  on  the  relative  value  study  apply 
a  mixture  of  statistical  data  and  professional  judgment. 
Now  then,  the  time,  skill,  and  effort  to  make  a 
comprehensive  diagnostic  history  and  examination  is  judged 
by  the  physician  panel  as  being  six  times  that  which  goes 
into  a  routine  follow-up  office  visit.   Thus,  the  relative 
value  for  that  service  is  six  units. 
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A  physician  in  determining  his  fee,  (or  a  carrier  in 
computing  its  benefit  payment) ,  multiplies  the  relative 
value  units  by  a  conversion  factor  to  arrive  at  a  fee 
(or  benefit  payment).   The  physician  determines  his 
conversion  factor  on  the  economics  of  his  practice;  the 
carrier  determines  its  conversion  factor  after  analyzing 
all  claims  for  the  procedures  in  the  medical  section. 


The  following  is  a  page  from  the  Relative  Value  Study 
taken  from  the  copyrighted  material  of  the  California 
Medical  Association.   It  has  been  reproduced  with  the 
permission  of  the  California  Medical  Association  and 
grateful  acknowledgement  is  made  to  them  for  its  use. 
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EXHIBIT  IV 


MEDICINE 

General  Infformaflen  and  Instructions 

1.  The  following  visits,  examinations,  consultations  and 
Bimilar  services  are  the  most  frequently  recurring  and  widely 
variable  items  of  medical  care.  The  time  requirements  of 
these  services  range  from  the  briefest  possible  contact  with 
the  patient  to  the  time-consuming  interview  and  exhaustive 
examination  needed  to  appraise  a  complex  medical  problem. 
The  following  gradation  of  services  is  listed  in  an  attempt 
to  reflect  the  relative  values  of  the  various  times  and  skills 
required.  These  services  may  be  employed  for  care  of  illness 
or  health  supervision. 

Health  supervision  does  not  involve  as  a  primary  purpose 
the  diagnosis  and  treatment  of  illness.  Its  purposes  include 
an  appraisal  of  the  individuality  and  developmental  level  of 
the  patient  and  the  promotion  of  optimal  health  and  per- 
sonality growth  as  well  as  the  prevention  of  illness.  These 
services  are  included  in  items  9000  through  9030  in  accord- 
ance with  time  and  complexity  of  the  services  rendered.  (See 
9050,  et  seq.  for  psychiatric  services.) 

2.  (t)  :  Those  items  preceded  by  a  (t)  may  be  used  by  all 
physicians,  but  are  to  be  used  when  the  problem  appears  to 
be  of  a  serious  or  difficult  nature  requiring  additional  time 
and/or  special  study,  e.g.,  Internal  Medicine,  Pediatrics, 
Neurology,  etc.  Written  reports  shall  be  furnished  upon  re- 
quest. 

3.  "Sv."  Items:  "Sv."  in  the  value  column  indicates  the 
value  is  to  be  calculated  as  the  sum  of  the  various  services 
rendered,  (e.g.,  office,  home,  nursing  home  or  hospital  visit, 
consultation  or  detention,  etc.)  according  to  the  ground  rules 
covering  those  services. 

4.  Medical  care  of  an  unusual  or  unlisted  value  may  occur 
which  represents  a  type  of  service  over  and  beyond  listed  pro- 
cedures. If  substantiated  "By  Report"  (see  Rule  5),  addi- 
tional unit  values  may  be  warranted. 

5.  "By  Report":  When  the  value  of  a  procedure  is  to  be 
determined  "By  Report,"  information  concerning  the  nature, 
extent  and  need  for  the  procedure  or  service,  the  time,  the 
skill  and  the  equipment  necessary,  etc.,  is  to  be  furnished.  A 
detailed  clinical  record  is  not  necessary. 

6.  "Independent  Procedure":  Certain  of  the  listed  pro- 
cedures are  commonly  carried  out  as  an  integral  part  of  a 
total  service,  and  as  such  do  not  warrant  a  separate  charge. 
When  such  a  procedure  is  carried  out  as  a  separate  entity, 
not  immediately  related  to  other  services,  the  indicated  value 
for  "Independent  Procedure"  is  applicable. 

7.  Values  for  mileage,  night  calls,  Sunday  and  holiday 
calls,  preparation  of  special  reports,  ete.,  are  listed  under 
"Other  Services"  in  this  section  (Items  9070-9075). 

8.  Necessary  drugs,  supplies  and  materials  provided  by  the 
physician  may  be  charged  for  separately. 

9.  Values  for  other  diagnostic,  therapeutic,  surgical,  anes- 
thesia, x-ray  and  laboratory  procedures  are  listed  in  the  sec- 
tions entitled  "Surgery,"  "Anesthesia,"  "Radiology"  and 
"Laboratory." 


OFFICE  VISITS 

Volu. 
9000    Initial  office  visit,  routine,  new  patient  or  new- 
illness,  history  and  examination 2.0 

tSOOl  Initial  (or  subsequent)  office  visit,  complete 
dia^ostic    history    and    physical    examination, 

ESTABUSHED  PATIENT  OR  MINOR  CHRONIC  ILLNESS, 

including  initiation  of  diagnostic  and  treatment 

programs  3.5 

t9002  Initial  (or  subsequent)  office  visit,  complete 
diagnostic  history  and  physical  examination, 
NEW  PATIENT  OR  MAJOR  ILLNESS,  including  initia- 
tion of  diagnostic  and  treatment  programs 6.0 

tSec  this  page.  Rule  2,  to  calcufftte  value  of  this  service. 
rHYSICIAN      COMPLIANCE      OPTIONAL 


MI»ICiNe 

ilULKS:  VtSITIi  CONIULTATtONS 


9003  Follow-up  office  visit,  brief;  e.g.,  routine  injec- 
tion, minimal  dressing,  etc 0.8 

9004  FOLLOW-UP  office  visit,  ROUTINE 1.0 

t9005     FOLLOW-UP  office  visit  necessitating  professional 

care  OVER  AND  above  routine  visit 1.5 

t9006     FOLLOW-up    office    visit,    prolonged,    over    and 

above  9005 2.0 

t9007  Follow-up  office  visit  necessitating  complete  re- 
examination  and  re-evaluation  of  patient  as  a 

whole    (continuing  illness) 3.0 

t9008  Ee-examination,  comprehensive  diagnostic  his- 
tory and  re-evaluation,  established  patient,  (an- 
nual type)   4.0 


HOME  or  NURSING  (CONVALESCENT) 
HOME  VISITS 

9010    Initial  home  visit,  routine,  new  patient  or  new 

illness,  history  and  examination 2.5 

19011  Initial  home  visit,  complete  diagnostic  history 
and  physical  examination,  established  patient 
or  MINOR  chronic  illness,  including  initiation 
of  diagnostic  and  treatment  programs 4.0 

t9012  Initial  home  visit,  complete  diagnostic  history 
and  physical  examination,  NEW  patient  or  ma- 
jor illness,  including  initiation  of  diagnostic 
and  treatment  programs 7.0 

9013  Follow-up  home  visit,  brief;  e.g.,  routine  injec- 
tion, minimal  dressing,  etc 1.5 

9014  Follow-up  home  visit,  routine 2.0 

t9015     Follow-up  home  visit  necessitating  professional 

care  OVER  and  above  routine  visit 3.0 

t9017  FOLLOW-up  home  visit  necessitating  complete 
re-examination  and  re-evaluation  of  patient  as  a 

whole   (continuing  illness) 3.6 

9018     Home    visit    each    additional    member    of    same 

household  1.0 


HOSPITAL  VISITS 

9020  Initial  hospital  visit,  routine  history  and  physi- 
cal examination,  including  initiation  of  diagnos- 
tic and  treatment  programs  and  preparation  of 
hospital  records  3.0 

t9021  Initial  hospital  visit,  complete  diagnostic  his- 
tory and  physical  examination,  established  pa- 
tient OR  MINOR  CHRONIC  ILLNESS,  including  ini- 
tiation of  diagnostic  and  treatment  programs 
and  preparation  of  hospital  records 5.0 

t9022  Initial  hospital  visit,  complete  diagnostic  his- 
tory and  physical  examination,  new  patient  or 
MAJOR  illness,  including  initiation  of  diagnostic 
and  treatment  programs  and  preparation  of  hos- 
pital records 6.0 

9024    Follow-up  hospital  visit,  routine 1.0 

t9025    Follow-up  hospital  visit  necessitating  care  over 

AND  ABOVE  routine  visit 2.0 

t9027  FoLLOW-UP  hospital  visit  necessitating  COMPLETE 
re-examination  and  re-evaluation  of  patient  as  a 
whole    3.0 


CONSULTATIONS 

A  CONSULTATION  is  considered  here  to  include  those  services 
rendered  by  a  physician  whose  OPINION  or  advice  is  requested 
by  another  physician  or  an  agency  in  the  evaluation  and/or 
treatment  of  a  patient's  illness.  When  the  consultant  physi- 
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ANESTHESIOLOGISTS 


Anesthesiologists  provide  their  services  during  surgical 
procedures.   Traditionally,  this  specialty  practice  has 
charged  and  has  been  paid 
through  the  use  o£  relative 
value  studies  and  conversion 
factors.   Frequently,  state 
societies  of  anesthesiologists 
establish  both  the  relative 
value  units  and  conversion 
factors  to  be  used  by  its 
members.   In  practice,  these 
anesthesiologists  do  follow 
the  state  societies'  recom- 
mendation resulting  in  a 
statewide  fee  schedule,  for 
anesthesiological  services. 
In  billing  for  their  services 
these  physicians  have 
identified  two  elements,  one 
representing  the  skill,  risk 
etc.  involved  in  the  operation 
(The  base  value)  and  the  other 
representing  the  length  of 
time  of  the  operation.   (Time 
units  are  usually  counted  in 
15- minute  intervals.) 


For  example,  a  relative  value  study  entry  for  an  appendectomy 

might  show: 

3621  -  appendectomy 
Value  -  40 
Anesthesiologist  4  t  T. 

Explanation:   The  relative  value  for  the 
surgery  is  40.   The  base  value  for  the 
anesthesiology  is  4  units  with  an  addi- 
tional unit  added  for  each  15  minutes  of 
time  for  the  operation.   A  45 -minute 
appendectomy  then  would  have  a  value  of 
7  [base-4,  time-3  (three  15-minute  periods).] 
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In  establishing  reasonable  charge  limits  for  these  services, 
carriers  are  expected  to  develop  a  median  customary  charge 
for  each  anesthesiologist  from  his  accumulated  charge 
experience.   The  carrier  could  also  establish  a  conversion 
factor  by  accurately  recording  the  basic  value  and  time 
values  for  the  procedures  on  which  each  anesthesiologist 
rendered  his  service.   This  data  together  with  the  actual 
charges  for  the  procedures  made  by  these  anesthesiologists 
would  yield  the  conversion  factors. 

The  prevailing  charge  screen  would  be  established  as  a 
conversion  factor  based  on  the  aggregate  of  the  customary 
conversion  factors. 


k 
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THE  "COMPARABILITY" 
PROVISION  OF  THE  ACT 

The  Medicare  Act,  in  Section  1842  (b)_(3)(B),  specifies 
that  the  reasonable  charge  for  a  service  may  not  be 
higher  than  the  charge  applicable  for  a  comparable 
service  under  comparable  circumstances  to  the  carrier's 
own  policyholders  and  subscribers. 

There  are  several  problems  in  implementing  the  compara- 
bility provision  ,  one  being  that  many  carriers' 
programs  are  not  fully  comparable  to  Medicare  because 
of  income  limitations,  non-recognitioii  of  physician 
specialty  status,  and  the  failure  to  consider  unusual 
circumstances,  etc.,  under  their  private  programs. 

These  problems  have  made  it  difficult  to  develop 
appropriate  comparability  screens.   As  a  result  only  a 
few  carriers  have  been  able  to  achieve  use  of  this  screen, 
Much  work  is  still  necessary  in  this  area  to  make  it  a 
workable  measure. 
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PART  2 
REINFORCEMENT  EXERCISE 


True  -  False 


1.  In  order  to  avoid  pockets  of  affluence  or  density, 
carriers  must  consider  an  economic  cross  section  of 
the  population  when  they  define  a  locality. 

2.  A  physician  performs  an  emergency  2  a.m.  house  call 

of  extended  duration.   His  SSA-1490,  which  outlines  the 
special  circumstances  associated  with  the  service, 
shows  a  submitted  charge  of  $15.   The  carrier  must 
reduce  that  charge  to  $10  because  that  is  the  lower  of 
the  prevailing  charge  and  the  physician's  customary 
charge  for  this  service. 

3.  Because  of  the  ease  in  establishing  standard  description 
of  the  various  pieces  of  durable  medical  equipment 
customary  and  prevailing  charges  are  fairly  consistant 
from  carrier  to  carrier. 

4.  Anesthesiologists  have  traditionally  charged  for  their 
services  through  the  use  of  relative  value  studies. 

5.  Anesthesiologists  have  identified  the  length  of  the 
operation  as  a  base  value  in  billing  for  their  services. 


43 


PARTS 


Page 

MAKING  THE  REASONABLE  CHARGE  DETERMINATION  47 

Exhibit  V -- - 48 

Exhibit  VI  49 

CALCULATING  THE  CUSTOMARY  CHARGE  PROFILE 

AND  THE  PREVAILING  CHARGE  SCREEN 50 

Exhibit  VII  - -  51 

Exhibit  VIII  52 

HOW  THE  REASONABLE  CHARGE  IS  EMPLOYED  IN 

A  DAILY  OPERATION 53 

REINFORCEMENT  EXERCISE 55 


45 


MAKING  THE  REASONABLE 
CHARGE  DETERMINATION 


We  have  said  a  lot  about 
the  customary  charge  of 
the  individual  physician 
or  supplier  and  the  pre- 
vailing charge  of  all 
physicians  (or  suppliers) 
in  a  given  class  for  the 
same  service  in  a  locality. 
In  short,  we  have  discussed 
the  reasonable  charge  for  a 
service  performed  for  a 
Medicare  beneficiary. 


Now,  as  an  illustration  of  all  that  we  have  said  so  far,  we 
will  examine  how  a  carrier  applies  this  in  establishing 
screens  and  making  the  reasonable  charge  determination. 

In  order  to  establish  the  customary  charge  profile  for  a 
physician  and  the  prevailing  charge  screen  for  a  procedure 
the  carrier  must  collect  data  from  claims  being  processed 
for  Medicare  and  its  own  coverage.   In  our  examination  we 
will  concentrate  on  Medicare  data  as  there  are  too  many 
variables  in  private  health  insurance  coverage  to  permit  a 
meaningful  simplification  at  this  time. 

The  data  collection  process  involves  making  a  record  of  data 
on  the  claims  from  either  the  SSA-1490  or  the  itemized  bill. 
This  record  is  often  called  the  history  file.   For  reasonable 
charge  purposes  this  data  includes  the  physician  identifica- 
tion, procedure  identification,  date  of  service,  and  the 
charge  made.   This  information  is  captured  from  each  Medicare 
claim  in  a  calendar  year.   At  the  end  of  the  year  it  is 
processed  by  the  computer  to  provide  the  screens.   Exhibit  V 
shows  a  typical  SSA-1490.   Exhibit  VI  illustrates  how  the 
data  for  reasonable  charge  purposes  would  look  as  an  entry 
to  a  history  file. 


47 


EXHIBIT  V 


REQUEST  FOR  MEDICARE  PAYMENT  ^     ^      _ 

MEDICAL  INSURANCE  BENEFITS— SOCIAL  SECURITY  ACT  (Sm  Instructions  on  Back— Typ*  or  Print  Information)  b^mVS!S  no. 

NOTICE — Anyon*  who  mlirapraunli  or  tafdfin  tiMiitlal  Information  roquntod  by  ttili  lonn  may  upon  cenvletlon  ba  aubjaet  to  fina  and  Impritonmont  undar  Fadaral  Law. 


i 


Patient's  mailing  address 


City,  State,  ZIPcode 


Q  Mala        Q  Female 


Telephone  Number 


Describe  the  illness  or  Injuiy  for  which  you  received  treatment  {Always  fill  !n  this  Item  if  your  doctor  does 
not  complete  Part  /( be/ow) 


Was  your  illness  Or 
injuiy  connected  with 
your  employment? 
n  Yes    D  No 


BIf  you  have  other  health  insurance  or  if  your  State  medical  assistance  agency  will  pay  part  of  your  medical  expenses  and  you  want 


I  information  about  this  claim  released  to  the  insurance  company  or  State  agency  upon  its  request,  give  the  following  information. 
Insuring  organization  or  State  agency  name  and  address  |  Policy  or  Medical  Assistance  Number 


II  authorize  any  holder  of  medical  or  other  information  about  me  to  release  to  the  Social  Security  Administration  or  its  intermediaries  or 
carriers  any  information  needed  for  this  or  a  related  Medicare  claim.  I  permit  a  copy  of  this  authorization  to  be  used  in  place  of  the 
original,  and  request  payment  of  medical  insurance  benefits  either  to  myself  or  to  the  party  who  accepts  assignment  below. 


Signature  of  patient  (See  instructions  on  reverse  where  patient  is  unable  to  sign) 
SIGN    4 
HERE  ▼ 


Date  signed 


A. 
Data  of 
aach 
sarvica 


B. 

(Haea  of 

aarvica 

(•Saa  Codaa 

balow) 


Fully  daacrlba  aurglcal  or  madlcal  procaduraa  and 

otfiar  aarvieaa  or  auppllao  fumlshad 

for  aach  data  glvan 


Natura  of  lllnaaa  or 


Charsaa  (If  rm- 
ttitmd  to  unuauaf 
cireumataneaa 
ajtpfain  In  7C) 


Leave 
Blank 


7-U-70 


office  visit 


Influenza 


$  7.00 


the  procedure  code  from  the 
RVS  is  900li 


carriers  do  not 
always  code  this 


S  Name  end  address  of  physician  or  supplier  iNumber  and  street,  city, 
Stata,  ZIP  code)  / 


Dr.  A.  Smith 

7000  Security  Blvd. 

Boondocks,  Pa. 


carrier  establishes 
locality  from  this 


Telephone  No. 


Physician  or 
supplier  code 

0951A 


9  Total 
charges 


10  Amount 
paid 


11  Any  unpaid 
balance  due 


12  Assignment  of  patient's  bill  (See  reverse) 
4  Q  1  accept  assignment  and  will  accept  the  charge  determina- 
W        tion  of  the  Medicare  carrier  as  the  FULL  charge. 
Q  I  do  not  accept  assignment. 


13  Show  name  and  address  of  facility  where  services  were 
pe^rmed  (If  other  than  'home  or  office  visits) 


14  Signature  of  physician  or  supplier  (A  physician's  signature  certifies  that  physi- 
1^  clan's  services  were  personally  rendered  by  him  or  under  his  personal  direction) 


□  MD    □  DO    □  DDS 
Other  degree 


Date  signed 


IH — Inpatlant  Hoapl 


EOF— Extandad  Cara  Facility 
OH— Outpatient  Hospital 


OL— Other  locations 
NH— Nursinc  Hotna 


mm  SSA-M90  («-7i) 


ij  GPOi  l«7l  4Be<OSB/a3 
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CALCULATING  THE  CUSTOMARY 
CHARGES  AND  THE  PREVAILING 
CHARGE  SCREEN 

The  customary  charge  profile  and  the  prevailing  charge 
screens  are  both  calculated  from  data  collected  on  each 
physician  for  each  service  he  performs.   Most  physicians 
provide  about  25  separate  procedures.   In  some  specialties 
this  could  be  more  or  less.   For  our  study  we  will  consider 
only  general  surgeons  and  only  one  procedure,  cholecystectomy 
(3515),  the  removal  of  the  gallbladder. 

The  exhibit  on  page  51  is  a  typical  history  file  on  one 
physician  for  one  procedure.   As  it  stands,  this  history  file 
tells  us  little  about  the  charges  of  this  physician.   This 
data  must  be  arrayed  so  that  we  can  calculate  the  median 
charge . 

The  array  is  as  follows:   Data  on  physician  611B,  Specialty 
02,  locality,  03  procedure  3515,  calendar  year  1970'. 

Frequency      Charge 

6  300 

9  350 

2  375 

3  400 
2  500 
1  800 


23 

The  median  charge  is  the  charge  at  which  one  half  of  the 
charges  fall  above  or  below.   In  this  case  the  median  is  the 
12th  charge,  which  is  a  charge  for  $350. 

The  customary  charge  for  doctor  611B,  for  procedure  3515 
based  on  his  1970  charge  history  is  $350. 
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EXHIBIT  VI 

Doctor  Number  611B 

,  Specialty- 

02,  Locality 
Procedure 

03 

Date  of  Service 
01-05-70 

Frequency 

1 

Code 

Charge 
500 

3515 

01-15-70 

1 

3515 

400 

01-30-70 

1 

3515 

350 

02-05-70 

1 

3515 

350 

02-20-70 

1 

3515 

350 

02-28-70 

1 

3515 

350 

03-07-70 

1 

3515 

300 

03-28-70 

1 

3515 

300 

04-04-70 

1 

3515 

300 

04-20-70 

1 

3515 

300 

04-30-70 

1 

3515 

300 

05-10-70 

1 

3515 

800 

06-01-70 

1 

3515 

500 

06-15-70 

1 

3515 

375 

07-07-70 

1 

3515 

375 

07-24-70 

1 

3515 

300 

08-03-70 

1 

3515 

350 

08-18-70 

1 

3515 

350 

08-31-70 

1 

3515 

350 

09-02-70 

1 

3515 

350 

09-12-70 

1 

3515 

350 

09-30-70 

1 

3515 

400 

10-10-70 

1 

3515 

400 
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EXHIBIT  VIII 


This  exhibit  shows  the  accumulation  of  the  data  on  the 
customary  charges  for  all  general  surgeons  in  locality 
3  who  performed  the  procedure  3515  in  the  base  year  1970 

Besides  the  raw  data  we  have  the  processed  version 
yielding  the  prevailing  charge. 


Dr.  ID  # 

Frequencies 

Median 

611 

B 

23 

350 

604 

C 

8 

450 

356 

D 

10 

500 

039 

E 

17 

400 

002 

F 

4 

450 

004 

G 

5 

450 

053 

H 

2 

500 

088 

I 

3 

500 

Oil 

J 

5 

500 

019 

K 

2 

400 

316 

L 

1 

425 

358 

0 

1 

500 

Again  this  data  must  be  arrayed  and  weighted  to  yield 
a  prevailing  charge  for  this  procedure.   This  array 
would  look  like  this: 


Frequency 

Cus 

tomary  Charge 

23 

350 

19 

400 

1 

425 

17 

450 

21 

500 

81 

The  75th  percentile  of  customary  charges  would  be  the 
60.75  charge.   This  charge  is  a  charge  for  $500. 
Therefore,  the  prevailing  charge  for  procedure  3515  in 
locality  3  is  $500. 


52 


HOW  REASONABLE  CHARGE  IS 
EMPLOYED  IN  A  DAILY  OPERATION 

In  the  day-to-day  review  of  claims  the  carrier  uses  the 
profiles  and  screens  in  the  following  manner. 


The  claim  is  received,  as 
in  Exhibit  V.   Frequently, 
only  a  narrative  description 
is  provided  such  as  routine 
follow-up  office  visit.   A 
clerk  then  refers  to  a  manual 
to  identify  the  procedural 
code.   In  the  example  we  have 
the  procedure  code  is  9004. 


This  data  is  then  handled  in  one  of  two  ways  depending  on 
whether  the  clerk  checks  the  charge  against  reference  books 
to  determine  the  reasonable  charge  (called  a  manual  operation) 
or  whether  the  data  is  fed  to  the  computer  which  makes  the 
reference  to  the  screens  and  establishes  the  reasonable 
charge  (called  an  automated  operation) . 

In  either  system  certain  tolerances  may  be  used  to  hold 
down  the  volume  of  claims  receiving  special  review.   That 
is,  charges  which  exceed  the  customary  or  prevailing  screens 
without  explanation  are  automatically  reduced  and  the  lower  of 
either  the  customary  or  prevailing  charge  is  paid.   However, 
where  the  actual  charge  exceeds  the  screen  by  more  than  a 
certain  amount,  the  claim  is  referred  to  a  special  unit  for 
development. 


For  example,  a  carrier  may  apply  a 
deciding  whether  a  claim  for  a  rout 
should  be  referred  for  special  revi 
Dr.  Smith  had  simply  shown  routine 
of  $8  and  his  customary  charge  was 
reasonable  charge  of  $7  would  be  es 
of  $5.60  would  be  made  (80  percent 
claim  showed  "routine  office  visit 
aside  and  the  physician  contacted  t 
was  rendered,  such  as  the  administr 


tolerance  of  $1.00  in 
ine  follow-up  office  visit 
ew.   If,  in  our  example, 
office  visits  on  his  bill 
established  as  $7,  the 
tablished  and  benefit  payment 
of  $7).   If,  however,  the 
$10"  the  claim  would  be  set 
o  see  if  some  other  service 
ation  of  an  injection. 
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Where  the  claim  involved  unusual  circumstances  or  a  complex 
surgical  procedure,  it  would  be  forwarded  immediately  to 
either  a  special  review  group  or  the  carrier's  medical 
advisor.   In  this  case  the  charge  data  would  not  be  included 
in  the  data  contained  in  the  physician's  history  file. 


EPILOG 

If  you,  the  reader,  have  gotten  this  far,  you  should  be  no 
worse  for  the  time  and  perhaps  have  a  better  understanding 
of  the  reasonable  charge  concept.   Many  of  you  may  have 
discovered  in  the  manuscript  explanations  and  particulars 
that  do  not  entirely  fit  the  carrier  operation  with  which 
you  are  familiar.   This  should  not  be  too  disturbing  because 
it  is  unlikely  that  any  two  operations  are  entirely  identical 
in  all  aspects  of  reasonable  charge  determinations.   We  have 
only  attempted  to  explain  some  of  the  substantive  elements 
of  reasonable  charge  for  training  purposes.   It  should  in  no 
way  be  considered  as  a  policy  guide'. 
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PART  3 
REINFORCEMENT  EXERCISE 


A.   Using  the  history  file  in  this  example  determine  the 
customary  charge  for  doctor  316  L  for  procedure  3101 

DATE  OF  SERVICE   FREQUENCY    PROCEDURE  CODE  CHARGE 

01-03-70 

01-08-70 

01-23-70 

02-14-70 

02-30-70 

03-07-70 

03-21-70 

03-28-70 

04-11-70 

04-24-70 

05-08-70 

05-20-70 

06-03-70 

06-15-70 

06-29-70 

07-17-70 

08-08-70 

08-24-70 

10-07-70 

10-31-70 

11-07-70 


3101 

$300 

3101 

250 

3101 

300 

3101 

300 

3101 

400 

3101 

300 

3101 

350 

3101 

250 

3101 

250 

3101 

300 

3101 

450 

3101 

350 

3101 

500 

3101 

300 

3101 

300 

3101 

450 

3101 

575 

3101 

600 

3101 

350 

3101 

400 

3101 

300 

55- 


B.  Using  the  customary  charge  data  below,  determine  the 
prevailing  charge  for  procedure  3101. 

FREQUENCY  CUSTOMARY  CHARGE 

4 
18 
26 
19 
18 
13 
11 

9 

3 

3  600 

C.  If  doctor  316L  bills  the  carrier  $425  for  procedure 
3101  performed  on  HI  Benny  on  August  5,  1971,  how 
much  benefit  payment  will  he  receive  (assume  Mr.  Benny 
has  not  met  his  deductible)? 


$200 

250 

300 

350 

400 

450 

500 

550 

575 
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REINFORCEMENT  EXERCISE  ANSWERS 

Part  2 

1 .  True . 

2.  False.   Because  of  the  special  circumstances  associated 
with  the  rendered  service,  the  carrier  should  refer  this 
claim  for  special  review  and  consideration,  and  may  allow 
more  than  the  customary  or  prevailing  charge  if  warranted. 

3.  False.  Customary  and  prevailing  charges  are  fairly 
inconsistent  from  carrier  to  carrier  because  of  the 
difficulty  in  establishing  standard  description  and 
because  of  the  variation  in  models  and  prices. 

4.  True. 

5.  False.   The  base  value  is  that  value  representing  the 
skill,  risk,  etc.  involved  in  the  operation.   The  length 
of  the  operation  is  the  variable  element  which  is 
measured  in  15  minute  periods. 

Part  3 

A.  $300.   The  median  is  the  11th  charge  (total  charges- 
21).   Therefore,  working  in  an  ascending  order  the  11th 
charge  is  $300. 

B.  $450.   124  X  3/4  =  93.   Working  in  an  ascending  order, 
the  93rd  charge  is  $450. 

C.  $192.   The  reasonable  charge  is  $300.   (lowest  of 
actual,  customary  and  prevailing  charges)  $60  is 
deducted  to  satisfy  H.  I.  Benny's  deductible. 
$240  X  80%  =  $192.00 
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GLOSSARY  OF  TERMS 


ACTUAL  CHARGE  A  dollar  amount  charge  made  by  a  physician  or 
other  supplier  of  medical  services  and  the  basis  of  data  used 
in  the  reasonable  charge  computation. 

ARRAY   The  term  describing  an  ordered  arrangement  of  charge 
data  in  the  carriers'  files.   For  reasonable  charge  purposes  it 
implies  an  ascending  order  of  charges  starting  with  lowest 
amount  at  the  top  and  the  highest  at  the  bottom. 

ASSIGNMENT   A  method  of  Medicare  payment  in  which  the  physician 
or  other  supplier  of  services  applies  directly  to  the  carrier  for 
reimbursement  (with  the  beneficiary's  approval).   It  constitutes 
an  agreement  by  the  physician  (or  other  supplier)  that  his  total 
charge  will  not  exceed  the  carrier's  determination  of  the 
reasonable  charge  amount.   The  beneficiary  is  responsible  only 
for  any  of  the  $60  deductible  not  yet  met,  plus  20  percent  of 
the  balance  of  the  reasonable  charge.   The  beneficiary  cannot 
be  billed  for  the  difference  between  the  submitted  charge  and 
the  reasonable  charge. 

FISCAL  YEAR   Within  the  meaning  of  reasonable  charge  discussions, 
the  fiscal  year  runs  from  July  1  of  any  calendar  year  through 
June  30  of  the  following  calendar  year.   Example:   Fiscal  year 
1974  began  on  July  1,  1973,  and  runs  through  June  30,  1974. 

BASE  YEAR  AND  CALENDAR  YEAR   Carriers  develop  revised  customary 
and  prevailing  charge  screens  based  upon  all  available  charge 
data  for  services  rendered  during  all  of  a  particular  calendar 
year  (January  1  through  December  31)  and  implement  these  screens 
at  the  beginning  of  the  following  fiscal  year  (i.e.,  July  1). 

Example:   The  base  year  for  rates  effective  with  the  beginning  of 
fiscal  year  1971^  (7-1-73)  is  the  calendar  year  beginning  1-1-72 
through  12-31-72. 

The  calendar  year  is  also  the  period  of  time  related  to  the 
discussion  of  the  Part  B  deductible. 

CARRIER   A  commercial  insurance  firm  or  Blue  Shield  plan 
administering  Part  B  of  Medicare.   It  is  distinguished  from  . 
commercial  insurance  plans  or  Blue  Cross  plans  administering 
Part  A  which  are  referred  to  as  intermediaries. 
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CHARGE  DATA   The  statistics  on  actual  dollar  amount  charges 
collected  from  submitted  claims  (and  all  other  available  sources) 
and  used  as  the  basis  for  the  carriers'  computer  operation  in 
the  computation  of  the  customary,  prevailing,  and  reasonable 
charges . 

COMPARABILITY  PROVISION   A  provision  of  the  Medicare  Act 
specifying  that  the  reasonable  charge  for  a  service  may  not  be 
higher  than  the  charges  applicable  for  comparable  services  and 
under  comparable  services  and  under  comparable  circumstances  to 
the  carriers'  own  policyholders  and  subscribers. 

COINSURANCE   A  provision  by  which  the  insured  person  shares 
part  of  his  medical  expenses.   In  reasonable  charge  discussions 
it  refers  to  the  20  percent  of  reasonable  charges  that  must  be 
paid  by  the  Medicare  beneficiary  after  the  $60  annual  deductible 
has  been  met. 


COVERED  SERVICES   The  term  used  to  describe  the  medical  services 
for  which  persons  enrolled  in  Medicare  Part  B  can  be  reimbursed. 

CUSTOMARY  CHARGE   The  amount  computed  by  the  carrier  based  on 
actual  charge  data  for  a  specific  service  performed  by  one 
physician  (or  other  supplier)  to  his  patients  in  general.   It  is 
a  computation  essential  to  the  determination  of  the  reasonable 
charge  in  a  given  claim. 

DEDUCTIBLE   The  portion  of  medical  charges  which  an  insured 
person  must  pay  (for  covered  services  each  calendar  year)  before 
his  policy's  benefits  begin.   In  reasonable  charge  discussions 
it  refers  to  the  first  $60  of  incurred  expenses  in  a  calendar 
year  determined  as  reasonable  by  the  carrier. 

DURABLE  MEDICAL  EQUIPMENT   Equipment  which  can  stand  repeated 
use  and  is  primarily  and  customarily  used  to  serve  a  medical 
purpose,  and  generally  is  not  useful  to  a  person  in  the  absence 
of  illness  or  injury. 

FEE  SCREENS   Another  term  describing  the  customary,  prevailing 
and  reasonable  charge  amounts  established  by  the  carrier  at  the 
beginning  of  each  fiscal  year.   It  implies  that  charges  (or  fees) 
in  excess  of  these  computed  rates  are  "screened  out"  thus  causing 
reimbursement  by  the  carrier  in  an  amount  less  than  the  actual 
charge  indicated  by  the  doctor. 
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GENERAL  PRACTITIONER   A  doctor  of  medicine  who  generally 
performs  a  wide  range  of  medical  services  to  his  patients  as 
opposed  to  one  who  specializes  in  only  certain  areas  (see 
Specialty  Practice).   Example:   Marcus  Welby,  M.D. 

HISTORY  FILE   A  listing  of  charges  collected  from  submitted 
claims  (SSA  1490' s),  on  a  specific  physician  or  other  supplier, 
arranged  into  ascending  order  and  used  in  the  computation  of  the 
customary,  prevailing  and  reasonable  charge  amounts. 

LOCALITY   For  the  purpose  of  making  reasonable  charge 
determinations,  a  locality  is  identified  as  a  geographic  area 
for  which  a  carrier  derives  the  prevailing  charges  for  services. 
Usually,  a  locality  is  a  political  or  economic  subdivision  of  a 
State  and  should  include  a  cross-section  of  the  population  with 
respect  to  economic  and  other  characteristics. 

MEDIAN   The  statistical  measure  of  the  mid-point  in. an  array 
of  charge  data.   It  is  used  in  establishing  the  customary  charge 
amount.   It  is  also  described  as  the  point  in  an  array  of 
charge  data  above  which  50%  of  the  values  fall  and  below  which 
the  other  50%  falls. 


"OTHER"  SUPPLIERS  The  term  used  to  describe  non-physician 
suppliers  of  covered  medical  services  and  supplies  under  Medicare 
Examples:   ambulance  companies,  drug  stores  dealing  with  wheel- 
chairs, crutches,  etc. 

PERCENTILE   A  percentile  is  the  value  in  an  array  of  data  below 
which  a  given  percent  of  the  items  in  the  array  fall.   For 
example,  in  determining  the  prevailing  charge  for  a  service, 
carriers  calculate  the  75th  percentile  of  the  array  of  customary 
charges  for  the  service.   (The  prevailing  charge  is  the  lowest 
customary  charge  which  is  high  enough  to  include  75  percent  of 
the  customary  charges  listed  in  the  array  of  data.) 

PHASE  IV  GUIDELINES   The  term  outlining  the  Price  Commissions' 
rulings  on  reasonable  charge  increases  for  fiscal  year  1974 
resulting  from  the  President's  Economic  Stabilization  Policy. 
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PROFILE   The  term  describing  the  carrier's  record  o£  calculated 
customary  charges  for  each  physician  and  supplier  o£  medical 
services . 

PROSTHETIC  DEVICES   A  device  which  replaces  all  or  part  of  an 
internal  body  organ,  or  replaces  all  or  part  of  the  function  of 
a  permanently  inoperative  or  malfunctioning  internal  body  organ. 
Examples:   An  artificial  leg,  cataract  lenses,  cardiac  pacemaker. 

REASONABLE  CHARGE   An  individual  charge  determination  made  by  a 
carrier  on  a  covered  medical  service  or  supply.   In  the  absence 
of  unusual  medical  complications  or  circumstances  it  is  (1)  no 
higher  than  the  physician's  or  other  person's  customary  charge 
for  that  service;  (2)  no  higher  than  the  prevailing  charges 
made  for  similar  services  in  the  locality;  and  (3)  no  higher 
than  the  actual  charge  of  the  physician  or  other  person  rendering 
the  service. 


RELATIVE  VALUE  STUDY  (RVS)    A  method  by  which  certain  medical 
societies  have  identified  the  relative  value  of  each  procedure 
or  service  provided  by  physicians  in  relation  to  the  values  of 
other  services.   Where  there  is  no  reliable  statistical  basis 
for  determining  the  customary  charge  of  a  physician  or  other 
person  for  a  particular  medical  procedure  or  service,  or  the 
prevailing  charge,  the  carrier  may  develop  or  use  an  existing 
relative  value  study  (scale)." 

TOLERANCES   The  term  used  to  describe  the  acceptable  alternative 
method  by  which  carriers  establish  a  maximum  allowable  charge  in 
processing  claims  received  for  covered  injections. 

Example:   The  reasonable  charge  for  an  injection  may  not  normally 
exceed  $2  plus  the  cost  of  the  drug  used.   The  carrier  may 
establish  a  $3  tolerance  (pay  up  to  this  amount)  for  the  reim- 
bursement of  claims  for  injections  where  the  physician's  cost 
for  the  drug  did  not  exceed  $1. 

UNUSUAL  CIRCUMSTANCES   Medical  complications  or  other 
circumstances  requiring  additional  time,  effort  or  expense 
rendering  a  case  different  than  the  usual,  and  that  may  justify 
reimbursement  in  excess  of  the  established  customary  or  prevailing 
charge  amount  for  that  service. 
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UPDATING   The  term  describing  the  revision  o£  customary- 
prevailing  and  reasonable  charge  screens  because  of  a  new  base 
year  o£  charge  data  being  used.   It  takes  place  at  the  beginning 
o£  each  fiscal  year,  or  as  soon  after  as  the  new  screens  can  be 
incorporated  in  the  carrier's  claims  processes. 

WEIGHTING   Recognizing  the  number  of  times  each  value  occurs 
in  a  distribution.   This  permits  each  value  to  express  its 
individual  effect  on  a  calculation.   For  example ^  in  establishing 
the  prevailing  charge  for  a  particular  procedure,  the  carrier 
weights  each  calculated  customary  charge  by  how  often  the 
procedure  was  performed. 
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